September 22, 2008

TO: Independent Auditors Authorized to Conduct Asidif Montana Local Governments
FROM: Local Government Services Bureau, Audit ReM&rogram
RE: Review Checklist

The enclosed document is based on the checklistvhase in our preliminary reviews of all audit
reports submitted to our Bureau. In order to redhe number of audit reports that we require
auditors to reissue, we are making this documeatable to you. It indicates the types of items we
examine in our reviews. With all of the new andtoauing requirements involved in auditing a
governmental entity, it is not unusual for audittr®verlook some issues. The items in this
checklist are the ones that we consider the mgstfgiant in determining if an audit report is
acceptable and reliable. We've reformatted theklist so that you may use it as a possible pre-
issuance checklist.

In addition to our preliminary reviews, we geneyallso select at least one audit report from each
audit firm on our Roster, and perform a more dethdesk review. Our desk review checklist is
more voluminous (62 pages) than the preliminaryer@\document. If you would like a copy of the
detailed review checklist as well, we would be hafmpprovide one. We update that checklist
annually, generally in late autumn.

If you have any questions, please contact Kim Satikims@mt.govor (406) 841-2905. This
document can also be found on our webdiitiép://doa.mt.gov/Igsb{Click on Audit Review
Program — Forms and Resources).
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General

1. Isthe scope of audit (A-133 or non-A-133) appiate for the amount of federal assistance exjetbge
the entity during the year?

2. Has the report been submitted to the State nvitate and Federal deadlines (A-133 reports —3hmp
GAS-only reports —12 months)?

Independent Auditor’'s Report

3. Are the opinion units referenced in the intradug paragrapland opined upon in the opinion paragra
of the Report the same as the opinion units predentthe financial statemefts

(A single-purpose BTA has only one opinion unthe “basic financial statements”. A single-purpos|
governmental entity has two opinion units — (1) govnental activities & (2) the major fund. A BTA
with more than one enterprise fund presented irertftan one column (i.e., water & sewer distric§ h
at least two opinion units — one for each majodfyin

iph

D

D

4. Does the Independent Auditor's Report refeGtwernment Auditing Sandards in the scope paragraph
and does it also make reference to the sep@&asinternal control and compliance report? (GAS b.

5. If one or more of the opinion units is givenugualified opinion or disclaimer, does the formfthe
Report_clearlydescribe which opinion units are qualified? (PHEPA-recommended format containg
at least two opinion paragraphs when there is amapqualification.)(GUIDE-SLG 14.79, Appendix
A)

6. Does the opinion paragraph make reference wh“flaws” and/or to budgetary comparisons, if
applicable? (If there is no cash flow statementf budgetary comparisons are presented as R&ads
these references should NOT be made.)

7. Are all RSl and Sl presented in the audit repefdrenced in either a disclaimer of opinion, oiira
relation-to opinion, and is there a clear distimgtbetween RSI and SI? (There should be only ypee
of opinion or disclaimer rendered on each RSI oc@hponent.) (AU 8558 & §8551)

8. If RSl is omitted, is there an explanatory paaah? (AU §558)

9. Is the Independent Auditor's Report signed aaigd, and is there not a significant amount of time
between the report date and the date submittduktStiate? (AU §530)

10. Is the date of the Auditor's Report reasondibde, if a 6/30/2008 FYE, is the Report daséidr
6/30/20087?), and is the GAS report dated the santleeaAuditor's Report? (GUIDE-GAS/A-133 4.26

11. Does the Independent Auditor's Report rendesmnion or disclaim an opinion on all opinion wndf
the total Reporting Entity — including all fundsdaBPCU’s? (The Standard Audit Contract requires|
that the auditor be engaged to auké complete reporting entity — this allows retiaron an other
auditor’s report on a DPCU.)

12. If there has been a change in the reportingyenmtother change in accounting principle matenahe
financial statements, is there an explanatory papgincluded in the Auditor’'s Report? (AU §420)

13. If a biennial audjtdoes the Independent Auditor’'s Report refer tihlfiscal years, and is an opinion
rendered on the financial position of the entitypheach fiscal-year end? (i.e., The audit shawldbe
for one two-year period, but instead should beviar separate fiscal years.)

Financial Statements, including Note Disclosures

14. Are the financial statements that are presemppdopriate for the entity audited? (A singlegmse
BTA should have only those financial statementsiiregl for enterprise funds. A single-purpose
governmental activity should have both GW and fatadements, although these statements may be
combined following a GASB-approved alternative neéjmg format.) (GASB COD 2200)

a. MDG&A (if biennial audit, should include 3 year&financial info);

b. Government-wide statementStatement of Net Assets and Statement of A@®igshouldn’t

include fiduciary funds; DPCU’s should orthg reported here);
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Financial Statements, including Note Disclosures eontinued

c. Governmental funds statementsalance sheet ; statement of revenues, expeeslitt changes in
fund balances; statements reconciling governméumtal balance to GW net assets and changes
fund balance to changes in net assets); (May atdode Budgetary Comparisons if not presentad
as RSI.)

n

d. Proprietary funds statementstatement of net assets or balance sheet, sateafhrevenues,
expenses, and changes in fund net assets/equitwtatiement of cash flows;

e. Fiduciary fund statementstatement of net assets, and statement of chamdieuciary net assets
(each fiduciary fund typshould be reported in a separate, clearly-labeddaimn);

15. Do net asset and fund balance amounts repontéite various statements reconcile to related atsoy
on prior-year audited financial statements androtherent-year financial statements?

16. Do financial statements foot and cross-footexity?

17. In the statements that reconcile the governahstdtements to the GW statements, do recongtings
materially agree to information reported in thereat and prior year audited financial statementstan
information disclosed in the notes?

18. In cash flow statements, do the beginning amlihg cash/cash equivalents agree to the cash/cash
equivalents reported on the prior-year and curyeat- proprietary fund statements of net assets?

19. Is the cash flow statement presented on tleetdinethod, and are cash flows reported in theguroash
flow classifications? (GASB COD 2450)

20. In audits of counties, is an Investment Trusid-presented?

21. Is a Statement of Net Assets and a Statemedihafges in Net Assets presented for all typesusf t
funds? (GASB COD 2200.175-.177)

22. Are agency funds presented with only assetdiabitities, and NO equity accounts? (GASB COD
2200.178)

23. Inthe Summary of Significant Accounting Paii (GASB COD 2300.106)
a. Do the major funds identified agree to the méjads presented in the financial statements?

b. Is there a description (non-generic, specifithtoentity) of major funds, internal service fursasl
fiduciary fund types reported by the entity? (GASBD 1300.125)

c. Isthere a discussion of the entity’s componsits, if applicable?

24. Do financial amounts disclosed in the notes@ado related amounts reported in the financial
statements? (Notes that should be checked in€ladé/Investments, Capital Assets, Long-Term Degbt,
& Interfund Transfers/Balances.)

25. If the entity is a governmental entity and ®Nlegally required to adopt a budget, do the nies
Notes to RSI) disclose this situation? (GUIDE-SLG1B)

26. If restatements of beginning fund equity aga#icant in amount (including reclassificationsfohds),
is there a related note disclosure?

27. If a biennial audjtare required note disclosures made for dachl year?

28. Do note disclosures reflect current State laapplicable? (Ex: Budget laws; Fire Dept. REAssn.
laws; PERS laws)

RSI & Sl

29. If applicableare Budgetary Comparison Schedules (RSI) predafter the notes and do they includ
budgetary information for the general fund and eaeljor special revenue fund that has a legally
adopted annual budget? (GASB COD 2200.182 & .183)

a. Does the RSI not include budgetary informatmmdebt service or capital project funds?
b. If the budget-basis actual column of the RSled#f from the GAAP presentation in the basic
financial statements, is there a reconciliatiotheftwo in notes to RSI?

c. Is budgetary RSI presented only if the entity governmental entity that is legally required to
adopt a budget?

[¢)
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RSI & Sl - continued

30. If a school district auditioes Sl include a Schedule of Enroliment andtteelates of enroliment
reports presented in the Schedule appropriatdhéatdit period? (A Schedule for FY2008 should
include the Fall 2007 & Spring 2008 enroliment népd)

31. If a school district auditioes Sl include a Schedule of Extracurriculard=Antivities, if applicabl@

32. If an A-133 audijtdoes the Schedule of Federal Awards includenfdrination required by the Standd
Audit Contract?

a. Are major programs identified with the corre&0A number?

b. Does the beginning balance of the Schedule agitaehe balance as previously reported?

c. If financial statements/notes indicate that 'o&iom federally-funded programs were received
during the year, was the federal portion of thenlvecluded in the Schedule? (See checklist iter]
#1, above) (SRF/WRF loans obtained through DEQ@gely contain a federal component. For
purposes of this schedule, the value of new loacsived during the year, plus balances of loan
from previous years with continuing compliance liegments (other than pay-back) are conside
to be federal “expenditures”.) (A-133 §.205)

red

Other Auditor Reports

33. Does the GAS Report on Internal Control and @l@nce contain current terminology and is it in a
format specific to the results of the audit, aoremended by the AICPA Audit Guide? (If not in the

exact format, all required elements should be ptesad the same results should be communicated,

(GUIDE-GAS/A-133 4.51, Appendix A)

34. Are the opinion units referenced in the intrctduy paragraph of the GAS report the same asiiveéan
units reported in the financial statements andreefeed in the Independent Auditor's Report?

35. If the GAS Report makes reference to a separateagement letter, were copies of the letter stibdhi
with the 4 copies of the audit report submittethi® State? (If NO, contact auditor to obtain cepie

36. If an A-133 audjtare all Type A programs audited as major in tlveent year, if not audited as majo
the previous 2 audit periods GfRaudited, but if the program had a significaaefidiency, material
noncompliance or unqualified opinion in most recaundit period? (A-133 8.520; GUIDE-GAS/A-133
9.11)

in

37. 1f an A-133 audjtdo the major programs identified in the Summdrguaditor’'s Results represent 509
of federal awards expended (25% if entity is coas#d low-risk)?(A-133 §.520; GUIDE-GAS/A-133
9.24)

=]

38. If an A-133 audjtand if the entity is identified as a low-risk #&ee, does it qualify for that designatio
(For preceding 2 years, must have annual A-133tsudhiqualified opinions, and no material
weaknesses, material noncompliance or QC in a Aypgram. An entity that has biennial audits
doesn’t qualify unless agreed to in advance byféteral oversight agency.) (A-133 8.530; GUIDE-
GAS/A-133 9.25)

N?

39. If an A-133 audjtif a major program is part of a program clustefimed by OMB, are all components
of the program cluster audited as part of the majogram? (A-133 §.105)

40. If an A-133 audjtdoes the A-133 Major Program Report on Compliaaret Internal Control contain
current terminology and is it in a format spectfiche results of the audit, as recommended by the
AICPA Audit Guide? (GUIDE-GAS/A-133 12.54, Append®)

41. If an A-133 audjtdo the results of the audit, as reported in tA&S®eport and the A-133 Major
Program Report, agree with the results of the aglreported in the Schedule of Findings and
Questioned Costs (including the Summary of Auddédtesults)?

42. If a biennial audjtand if the entity expended $500,000 or more dtefal awards in only one of the tw
years, were both years audited in accordance witl32? (A-133 §.220)

43. Do the number and type of findings referencetthé GAS and A-133 reports agree to the number af
type of findings reported in the schedule of firmgiland management letter, if applicable)?
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Other Auditor’'s Reports — continued

44. Are the following situations included in an @dihding, if applicable:

a. Matters related to opinion qualifications?

b. A“SAS 112" finding, when the results of the &uwearly indicate that the entity doesn’t have
effective internal controls over the GAAP reportpigcess? (Although this situation involves the
auditor’s professional judgment, the auditor isuiegd to include a finding when this internal
control deficiency is present. The auditor carb®part of an entity’s internal control system.)J(A
§325.01, .18 & .19)

c. Omission of RSI, or material departures fronspribed RSI guidelines? (The auditor is required
to apply certain limited procedures to RSI - AUSEEB)

d. If a school district audiany variance in the Enroliment Schedule? (Adtimeling agency for
school districts, OPI has determined that any wagas material for their purposes.)

e. Any material misstatements in the financialestants (including note disclosures)?

Non-compliance with various laws and regulatitimst may indicate an internal control deficiend

in the entity’s control environment? This mightlide: (Verify that cited law is applicable to the

entity.)

» Significant budget overdrafts (Transfers-out sticag¢ budgeted, and should be included in
total fund disbursements to determine budget oaétsly

h

» Failure to meet reporting deadlines establishe8taye and Federal agencies. (If an A-133
audit and if the 9-month deadline for audit report daty is not met, we will assume non-
compliance on the part of the auditor unless weiveca copy of a federal agency approval
extension of the deadline, OR unless there is dit finding related to the entity’s failure to
meet audit/reporting deadlines.)

for

» If a school district auditsignificant District-related and other non-studierlated activity (ex:
Library; Lunch, Drivers’ Ed) included in extracuwuiar funds.

45, If the entity’s response to the findings isliged in the audit report, is there a disclaimeomihion on
the response? (GAS 5.35; GUIDE-GAS/A-133 4.33)

46. Is there a report disclosing action taken teyehtity upon prior audit report recommendatioli$his
report should include the status of any “other erattpresented separately in a management letter.
(See Contract)

Other

47. |s the name of the entity referenced corrattigughout the audit report?




